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Two Trends

0O Increase in importance of property tax vs.
local option sales tax

0O Increase In importance of residential property
vs. other classifications
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Presenter
Presentation Notes
This chart shows that sales tax collections increased slightly as a share of combined property and sales taxes between fiscal years 1987 and 1997, but then reversed direction between 1997 and 2007. By 2007, property taxes represented more than 70% of the combined total. Given that a majority of local governments already impose either the maximum local option tax rate of 2.75% (38 as of August 2007) or a 2.5% rate (13 as of August 2007), it is unlikely that the sales tax will ever again gain relative ground on the property tax… unless local governments are given significant new taxing authority, or the state dramatically increases the flow of intergovernmental aid.



We will see the collection numbers behind this chart in a few slides.



Comparative Property and Local Option Sales Taxes					

					

	Fiscal Year			      % Change

Tax	1987	       1997	        2007	             87-07

Est. Property Taxes	

                 $1,204,961,035	  $2,303,327,376  $4,463,418,466        270.4%	

Local Option Sales Taxes	

                     $602,816,417	  $1,211,006,308 $1,867,110,705        209.7%	

					

Total          $1,807,777,452           $3,514,333,684  $6,330,529,171       250.2%	

					

% Prop	66.7%	   65.5%	        70.5%		

% LOST	33.3%	   34.5%	        29.5%		




-

Declining Importance of Local Option
Sales Tax

O Over half of the counties are at or near the
maximum rate cap of 2.75%
14 at 2.5%
38 at 2.75%

O Local and state sales tax base remains inelastic

0 Absence of many services from the sales tax
base while spending on services continues to
grow both absolutely and as a share of total
spending


Presenter
Presentation Notes
In order to understand the increasing importance of the property tax, we must first discuss the declining importance of the local option sales tax, relatively speaking.

The declining importance of the sales tax was predictable for several reasons: (1) the impact of the existing statutory maximum local option sales tax rate cap of 2.75% is coming more into play as more and more local governments reach or approach the cap (Local rates as of October 2007); 

(2) the tax base itself (both the state and local sales tax base), as shown in study after study, is inelastic over the long run ( it grows less than personal income); 

(3) Untaxed services continue to expand as a share of total consumer spending;

Services as % of personal consumption expenditures rose from 40.9% in 1960 to 59.1% in 2005

Non-Durable goods as % of personal consumption expenditures from 46.1% in 1960 to 29% in 2005

Durable goods as % of personal consumption expenditures from 13.1% in 1960 to 11.8% in 2005






b!
Declining Importance of Local Option
Sales Tax

Remote untaxed sales continue to grow
while states walit on Congressional action
to make such sales taxable

Estimated 2008 state and local losses that
range from $600-$958 million

Local loss alone of $120-$187 million

Tennessee has postponed fully
conforming to SSTP requirements
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Presentation Notes
(4) Meanwhile, leakages in the sales tax base continue to negatively impact collections: 

Tennessee postponed conforming to situsing requirement , given until July 2009 by the Governing Board to conform.

Source of loss info?

Add SSUTA update.

Delay in TN partly due to concern over losses to certain counties as a result of switch from origin to destination sourcing.


Comparative Property and Local Option Sales Taxes

%

Fiscal Year Change

Tax 1987 87-07
Est. Property Taxes $1,204,961,035  2,303,327,376  $4,463,418,466 270.4%
Local Option Sales
Taxes $602,816,417 $1,211,006,308 $1,867,110,705 209.7%
Total $1,807,777,452 $3,514,333,684 $6,330,529,171 250.2%
% Property Tax 66.7%
% L.ocal Option Sales
Tax 33.3%

Source: TN Comptroller of the Treasury
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Presentation Notes
Here we see the estimated property tax collections and the local option sales tax collections for fiscal years 87, 97, and 2007.


Importance of Property Tax for Counties

O FY 87:

= Property tax revenue exceeded local option sales
tax revenue in 93 counties

= Importance varied from 89.5% (Moore County)
to 37.9% (Sevier County)
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Presentation Notes
While the data show that property taxes, statewide, have increased in importance relative to local option sales taxes, the relative importance of property taxes versus sales taxes in each county over the same period of time varied extensively. A new analysis of detailed county property and sales tax data formed the basis for the results displayed in Table 1… you should have a copy. The data developed for the analysis reflect all local option sales taxes and property taxes collected[1] within a county, regardless of whether levied by county government or by individual cities within a county.[2] 

Fiscal Year 1987

With the exception of two counties (Benton[3] and Sevier), property tax revenue exceeded sales tax revenue during fiscal 1987. The variation in the relative importance of property taxes was dramatic, from a low of only 37.9 % in Sevier County[4] to a high of 89.5% in Moore County.  Property taxes represented over 70% of combined property plus sales tax revenue in 46 counties.

�[1] Property tax collections are estimated from assessment and tax rate data. Data on actual local tax collections remain unavailable since no single state agency collects such data.

[2] Some cities levy a higher sales tax rate than their respective county government; 16 cities impose the maximum 2.75% rate (in counties with less than a 2.75% rate), and 2 cities impose a 2.5% rate in counties with a lower rate.

[3] The sales tax portion of the total was only 53.2% in Benton County.

[4] Sevier County’s ability to generate extremely high levels of per capita sales and property taxes is well-documented. The tourism related sales and economic activity have allowed the county to enjoy the lowest or near lowest property tax rates for many years.


b!
Importance of Property Tax for Counties

o FY 97:

Only Sevier County depended more on sales tax
revenue than property tax revenue

Healthy Increases in sales tax revenue between
1992 through 1997 resulted in property tax’s
share of combined revenues to drop in 50
counties (rise in 45 counties).
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Fiscal Year 1997

By fiscal year 1997, only Sevier County depended more on sales taxes than property taxes. The state-wide importance of property taxes dropped slightly (from 66.7% to 65.5% of the combined total), and is reflected in a drop in the importance of property taxes relative to their importance in fiscal year 1987 in slightly more than half of the counties (lower in 50 counties, higher in 45 counties). This shift in many counties is explained by healthy growth in local option sales tax collections that averaged over 7.3% state-wide during the period 1993 through 1997. 

In fiscal 1997, the property tax share varied from a low of 34.2% in Sevier County to 86.3% in Clay County. The sales tax share varied from a low of 13.7% in Clay County to a high of 65.8% in Sevier County. Thirty-nine counties depended on property taxes for 70% or more of combined property plus sales tax revenue. 


—————

Importance of Property Tax for Counties

o FY 07

Only Sevier County depended more on sales tax
revenue than property tax revenue

Property tax revenue represented more than 70%
of combined property plus sales tax revenue Iin
forty-four counties, up from thirty-nine in 1997

The property tax increased in importance relative
to sales tax in sixty-one counties between 1997
and 2007
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Presentation Notes
Fiscal Year 2007

Sevier County continued to be the only county in the state with a higher dependence on sales taxes versus property taxes in fiscal 2007. However even in Sevier County the importance of sales taxes declined, from a 65.8 % share in 1997 to 60.4 % share in 2007. The property tax share of combined taxes (sales and property) increased from a state-wide figure of 65.5 % in 1997 to 70.5 % and was reflected in an increase in the property tax share in 61 counties. The number of counties that depended on property taxes for 70% or more of combined taxes climbed to 44.



So, while local option sales tax growth and tax rate increases helped postpone and offset some growth in property taxes over the last twenty years, that fiscal crutch has about run its course. Data for 1987, 1997, and 2007 clearly show that the tide has turned and there will continue to be a renewed increased dependence on the local property tax in the years ahead. 


-

Increasing Pressures on Local Property
Tax

Decreasing potential of local option sales tax
Other pressures:

0 Limited alternative taxing authority
o Growing number of taxpayers over 65

0 No significant change in unrestricted state aid to
local governments

0 No significant state circuit breaker program

10
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However, at the same time, there are increasing pressures on the property tax.



Some of this pressure is the result of the limited viability of other revenue producing options.  We have already discussed the decreasing potential of the local option sales tax.  Beyond the local options sales tax, local governments have limited alternative taxing authority.  They don’t have a lot of options that will produce significant revenue.

At the same time, some of this pressure is the result of changing demographics, with more property owners over the age of 65.  These taxpayers over 65:

spend less on taxable sales; 

many face limited income growth thru retirement years; 

more likely to own homes outright and experience and respond to annual property tax bills more vocally than renters or those with mortgages. 

More likely to show up at polls to resist higher rates or alternative taxes.

Aid: approx $509 million in 2006 (primarily beer wholesale taxes to mostly cities, TVA in lieu payments mostly to counties, hall income tax sharing mostly to cities, and sales tax sharing all to cities)

Property Tax relief: income 25,000, assessed values up to max of 6,250, credit for tax on this amount. Average claim 2006 for elderly was $149


-

Increasing Pressures on Local Property
Tax

O Initial surge in state education aid (BEP)

that reduced pressure on the property tax in
many counties IS over

0 Increasing residential share of property tax
base

36.7% In 1976
54.2% in 2006

11
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Taxpayers over 65: spend less on taxable sales; many face limited income growth thru retirement years; more likely to own homes outright and experience and respond to annual property tax bills more vocally than renters or those with mortgages. More likely to show up at polls

Aid: approx $509 million in 2006 (primarily beer wholesale taxes to mostly cities, TVA in lieu payments mostly to counties, hall income tax sharing mostly to cities, and sales tax sharing all to cities)

Property Tax relief: income 25,000, assessed values up to max of 6,250, credit for tax on this amount. Average claim 2006 for elderly was $149




Distribution of Assessments by
Property Class, TN, 1976-2006
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Percent Growth of Assessments by Property
Class, TN, 1976-2006

Personal
Property Public
Real Property Assessment Utility

Industrial & Industrial &
Commercial | Residential Farm Commercial State

848.70% 1424.50% | 462.10% 832.30% | 230.10%

Source: TN Comptroller of the Treasury
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Presentation Notes
All classes of assessments have grown, but residential has clearly outpaced all of them. Farm assessments have clearly been hurt by Greenbelt and utility by various litigation that has reduced what can be included in the utility classes, and more equal treatment of utilities over time.


b!
Why the Shift to Residential?

Some possible contributing factors

Shift from manufacturing to service
and knowledge economy

The housing boom

Greenbelt assessments
Reduction In taxes on utilities
Property tax abatements



Presenter
Presentation Notes
Greenbelt assessments have reduced local taxable assessments (through use valuations instead of market valuations). The impact of use valuation versus market valuations has reduced statewide local taxable assessments by over 4%. The impact varies by county, but rises to over 20% in Clay County.

Taxes on utilities have been reduced over the years through litigation seeking redress from unfair assessment practices (primarily by transportation and telecommunications businesses) as well as more equal treatment of utility property vis-a-vis competing non-utility property.




—————

Tax Abatements

0O Tax abatements remove property from the county
and municipal tax rolls
Diminishes the property tax base
Lowers tax capacity

O In 2002, tax abatements were estimated to have cost
counties and municipalities approximately $104.3
million in forgone revenues

Actual revenue loss undoubtedly higher because of
under-reporting

Loss to county school systems was at least $33 million

Accurate abatement information critical for
determining tax capacity

Source: TACIR staff research 15
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Presentation Notes
A February 2004 report by the Tennessee Advisory Commission on Intergovernmental Relations, required by the Tennessee General Assembly, found that there was inadequate data to assess whether enhanced economic development offsets the overall effect on local public education when property taxes or payments in lieu of taxes earmarked for education abated or reduce. Not sure of this sentence?  

In 2007, the General Assembly required the state’s method for equalizing education funding across Tennessee’s 95 counties to include the value of payments in lieu of taxes.  This is an important step forward, but getting it right is going to be a challenge and may yet require further legislative action to ensure accuracy and consistency across the state.




b!
How Tax Abatement Data Could be
Improved: Some Suggestions

1.

2.

6.

Ensure that all economic development agreements (EDAS)
are filed with the Comptroller’s office.

Ensure that annual reports by lessees are made and
properly filed.

Extend the same reporting requirements to all entities that
grant tax abatements.

Improve cost-benefit accountability.

Extend to all counties the requirement that county
governments be parties to the negotiation of EDAs that
provide for taxes, or payments in lieu of taxes, that are less
than the amount of county property taxes.

Increase the use of “claw back’ provisions.

Source: TACIR staff research 16
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Presentation Notes
It is not legal to abate taxes in Tennessee without an EDA, but many have never been filed with the Comptroller’s Office as required by statute.  As recently as 2004 when TACIR last reported on the subject, there were 22 counties that had never filed an EDA since reporting started on January 1, 1993.  The fact that lessees had filed annual reports in some of those counties indicates that there must have been some EDAs there.

Private lessees of public property are required by law to file annual reports disclosing the value of their leases, but many do not.  In 2002, there were 51 counties from which no reports were filed.  Information gathered for a February 2004 TACIR report on the subject indicated that many of these counties had EDAs in effect, but no annual lessee reports were filed.

Some entities that grant tax abatements (public building authorities, sports authorities, and enterprise zone development authorities) are not subject to any reporting requirements.

Economic development agreements (when filed) must be accompanied by a cost-benefit analysis (CBA), but based on a review of the forms and calculation methodologies, that analysis is only for the first year of the agreement, is skewed toward the benefit side, and does not provide for the calculation of any ancillary costs of the development project.  CBAs, as a matter of course, are usually completed after the EDA has already been executed by the parties.  Some that are currently in effect show a negative cost-benefit ratio.

Currently this applies only in Shelby County.  Municipal and other entities in the other 94 counties are free to grant abatements as they please.

Most EDAs in Tennessee do not contain claw back provisions, which protect taxpayers in case the private entity fails to meet the objectives and promises set forth in the agreement.




TACIR
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Table 1 Relative Importance of Sales versus Property Taxes
(as a % of Combined Sales and Property Taxes)
Fiscal 1987 Fiscal 1997 Fiscal 2007

Sales Property Sales Property Sales Property

County Tax Tax Tax Tax Tax Tax
Anderson 26.1% 73.9% 33.1% 66.9% 30.7% 69.3%
Bedford 30.3% 69.7% 24.6% 75.4% 31.6% 68.4%
Benton 53.2% 46.8% 42.3% 57.7% 37.8% 62.2%
Bledsoe 24.3% 75.7% 30.2% 69.8% 19.3% 80.7%
Blount 39.1% 60.9% 36.4% 63.6% 29.5% 70.5%
Bradley 38.7% 61.3% 38.8% 61.2% 31.1% 68.9%
Campbell 35.0% 65.0% 36.1% 63.9% 34.6% 65.4%
Cannon 21.3% 78.7% 18.8% 81.2% 16.4% 83.6%
Carroll 33.1% 66.9% 32.4% 67.6% 33.1% 66.9%
Carter 30.1% 69.9% 31.5% 68.5% 32.1% 67.9%
Cheatham 25.0% 75.0% 24.0% 76.0% 25.2% 74.8%
Chester 32.3% 67.7% 37.7% 62.3% 36.5% 63.5%
Claiborne 33.0% 67.0% 32.7% 67.3% 25.5% 74.5%
Clay 14.5% 85.5% 13.7% 86.3% 29.3% 70.7%
Cocke 35.4% 64.6% 43.7% 56.3% 37.3% 62.7%
Coffee 39.5% 60.5% 35.9% 64.1% 31.2% 68.8%
Crockett 23.5% 76.5% 26.9% 73.1% 18.2% 81.8%
Cumberland 46.2% 53.8% 48.6% 51.4% 49.9% 50.1%
Davidson 39.9% 60.1% 38.8% 61.2% 29.0% 71.0%
Decatur 33.5% 66.5% 38.8% 61.2% 42.8% 57.2%
DeKalb 29.8% 70.2% 24.6% 75.4% 18.0% 82.0%
Dickson 46.7% 53.3% 38.4% 61.6% 36.0% 64.0%
Dyer 46.6% 53.4% 40.8% 59.2% 35.8% 64.2%
Fayette 25.5% 745% 21.6% 78.4% 22.4% 77.6%
Fentress 39.4% 60.6% 41.6% 58.4% 44.4% 55.6%
Franklin 44.9% 55.1% 28.0% 72.0% 25.5% 74.5%
Gibson 39.0% 61.0% 36.5% 63.5% 31.0% 69.0%
Giles 27.3% 72.7% 21.6% 78.4% 29.4% 70.6%
Grainger 20.2% 79.8% 31.3% 68.7% 24.1% 75.9%
Greene 27.4% 72.6% 36.9% 63.1% 37.7% 62.3%
Grundy 24.9% 75.1% 24.3% 75.7% 23.9% 76.1%
Hamblen 33.9% 66.1% 42.7% 57.3% 40.9% 59.1%
Hamilton 26.2% 73.8% 28.1% 71.9% 27.6% 72.4%
Hancock 27.4% 72.6% 20.6% 79.4% 17.6% 82.4%
Hardeman 39.9% 60.1% 30.7% 69.3% 30.7% 69.3%
Hardin 29.8% 70.2% 31.1% 68.9% 41.7% 58.3%
Hawkins 20.0% 80.0% 28.0% 72.0% 25.4% 74.6%
Haywood 22.8% 77.2% 23.6% 76.4% 22.3% 77.7%
Henderson 48.6% 51.4% 48.3% 51.7% 40.8% 59.2%
Henry 39.3% 60.7% 39.8% 60.2% 38.0% 62.0%
Hickman 25.1% 749% 24.7% 75.3% 21.6% 78.4%
Houston 31.8% 68.2% 28.6% 71.4% 22.7% 77.3%
Humphreys 28.7% 71.3% 29.1% 70.9% 32.0% 68.0%
Jackson 23.1% 76.9% 19.9% 80.1% 19.5% 80.5%

Jefferson 33.7% 66.3% 33.0% 67.0% 30.1% 69.9%
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Fiscal 1987 Fiscal 1997 Fiscal 2007

Sales Property Sales Property Sales Property

County Tax Tax Tax Tax Tax Tax
Johnson 16.0% 84.0% 18.8% 81.2% 19.3% 80.7%
Knox 29.4% 70.6% 38.2% 61.8% 36.0% 64.0%
Lake 25.5% 74.5% 26.5% 73.5% 27.2% 72.8%
Lauderdale 34.4% 65.6% 36.2% 63.8% 27.4% 72.6%
Lawrence 33.1% 66.9% 39.8% 60.2% 33.5% 66.5%
Lewis 36.5% 63.5% 34.1% 65.9% 35.6% 64.4%
Lincoln 30.8% 69.2% 36.6% 63.4% 37.4% 62.6%
Loudon 17.5% 82.5% 24.7% 75.3% 25.1% 74.9%
McMinn 27.2% 72.8% 31.2% 68.8% 30.6% 69.4%
McNairy 38.9% 61.1% 31.7% 68.3% 29.7% 70.3%
Macon 37.1% 62.9% 33.8% 66.2% 31.2% 68.8%
Madison 31.9% 68.1% 45.2% 54.8% 41.8% 58.2%
Marion 41.9% 58.1% 39.4% 60.6% 42.3% 57.7%
Marshall 29.3% 70.7% 25.2% 74.8% 23.5% 76.5%
Maury 42.7% 57.3% 39.5% 60.5% 31.7% 68.3%
Meigs 23.4% 76.6% 26.4% 73.6% 15.9% 84.1%
Monroe 42.9% 57.1% 38.4% 61.6% 34.0% 66.0%
Montgomery 40.2% 59.8% 38.0% 62.0% 33.0% 67.0%
Moore 10.5% 89.5% 14.4% 85.6% 14.4% 85.6%
Morgan 12.8% 87.2% 15.7% 84.3% 15.3% 84.7%
Obion 33.2% 66.8% 39.5% 60.5% 39.6% 60.4%
Overton 27.2% 72.8% 29.5% 70.5% 32.5% 67.5%
Perry 18.2% 81.8% 19.1% 80.9% 20.4% 79.6%
Pickett 19.2% 80.8% 21.8% 78.2% 32.9% 67.1%
Polk 20.2% 79.8% 24.6% 75.4% 19.1% 80.9%
Putnam 49.1% 50.9% 44.8% 55.2% 46.3% 53.7%
Rhea 32.1% 67.9% 35.3% 64.7% 33.9% 66.1%
Roane 35.1% 64.9% 36.4% 63.6% 32.2% 67.8%
Robertson 28.6% 71.4% 27.7% 72.3% 28.9% 71.1%
Rutherford 40.8% 59.2% 31.3% 68.7% 35.9% 64.1%
Scott 28.6% 71.4% 32.2% 67.8% 32.5% 67.5%
Sequatchie 33.6% 66.4% 31.1% 68.9% 26.7% 73.3%
Sevier 62.1% 37.9% 65.8% 34.2% 60.4% 39.6%
Shelby 31.6% 68.4% 30.5% 69.5% 19.5% 80.5%
Smith 29.8% 70.2% 35.7% 64.3% 29.7% 70.3%
Stewart 40.6% 59.4% 36.3% 63.7% 22.4% 77.6%
Sullivan 27.3% 72.7% 33.3% 66.7% 30.4% 69.6%
Sumner 33.0% 67.0% 26.3% 73.7% 25.3% 14.7%
Tipton 27.5% 72.5% 25.9% 74.1% 24.9% 75.1%
Trousdale 22.0% 78.0% 19.3% 80.7% 18.0% 82.0%
Unicoi 27.3% 72.7% 27.1% 72.9% 29.2% 70.8%
Union 20.0% 80.0% 23.8% 76.2% 26.1% 73.9%
Van Buren 18.2% 81.8% 26.4% 73.6% 22.2% 77.8%
Warren 42.1% 57.9% 35.9% 64.1% 38.9% 61.1%

Washington 39.5% 60.5% 39.6% 60.4% 38.9% 61.1%
Wayne 21.5% 78.5% 22.7% 77.3% 26.9% 73.1%
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Fiscal 1987 Fiscal 1997 Fiscal 2007

Sales Property Sales Property Sales Property

County Tax Tax Tax Tax Tax Tax
Weakley 36.4% 63.6% 33.8% 66.2% 34.0% 66.0%
White 28.1% 71.9% 36.3% 63.7% 33.9% 66.1%
Williamson 21.7% 78.3% 28.5% 71.5% 30.0% 70.0%
Wilson 25.6% 74.4% 29.9% 70.1% 31.0% 69.0%
Total 33.3% 66.7% 34.5% 65.5% 29.5% 70.5%
Minimum 10.5% 37.9% 13.7% 34.2% 14.4% 39.6%

Maximum 62.1% 89.5% 65.8% 86.3% 60.4% 85.6%
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